
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

I n  the Hat t e r  of: 

NOTICE OF ADJUSTMENT OF THE ) 

WATER COMPANY EFFECTIVE ON ) 
RATES OF KENTUCKY-AMERICAN ) CASE NO. 9482 

AND AFTER FEBRUARY 7, 1986 ) 

O R D E R  

On J a n u a r y  17, 1986 ,  Kentucky-Amer ican  Water Company 

(“Ken tucky-Amer ican” )  f i l e d  its n o t i c e  w i t h  t h e  Coinmission s e e k i n g  

to i n c r e a s e  i ts rates a n d  c h a r g e s  e f f e c t i v e  F e b r u a r y  7, 1986, t o  

p r o d u c e  a n  a n n u a l  i n c r e a s e  in r e v e n u e  of $ 2 , 5 1 9 , 8 0 9 ,  a n  i n c r e a s e  

of approximately 1 6  p e r c e n t  . By l e t t e r  dated Hay 6 ,  1986,  

Kentucky-Amer ican  amended its a p p l i c a t i o n  to re f lec t  the removal 

from its r a t e  base of a portion of its Ken tucky  River  Station t h a t  

A t  t h e  h e a r i n g  had been disal lowed i n  Case No. 9283. 

Kentucky-American a g a i n  r e v i s e d  i ts  f i l i n g  t o  a c c o u n t  fo r  t h e  

ac tua l  costs associated w i t h  coimnitted c o n s t r u c t i o n  in this 

p r o c e e d i n g  . As a r e s u l t  of these c h a n g e s  Kentucky-Amer ican  

r e d u c e d  its r e q u e s t e d  a n n u a l  increase i n  r e v e n u e  t o  $2,408,336.  

1 

2 

I n  order to d e t e r m i n e  t h e  r e a s o n a b l e n e s s  of the requeat ,  the 

C a m n i s s l o n  s u s p e n d e d  the proposed rates and charges for 5 m o n t h s  

after the proposed e f f e c t i v e  d a t e  and  s c h e d u l e d  a p u b l i c  h e a r i n g  

Notice of A d j u s t m e n t  of the Rates of Kentucky-American Water 
Company. 
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for Hay 1 4 ,  1986. On its own i n i t i a t i v e ,  K e n t u c k y - k n e r i c a n  held a 

p u b l i c  m e e t i n g  o n  A p r i l  10, 1 9 8 6 ,  a t  its o f f i c e s  i n  L e x i n g t o n ,  

K e n t u c k y ,  t o  r e c e i v e  p u b l i c  comments  on its r e q u e s t e d  r a t e  

i n c r e a s e  as  i t  h a s  i n  t h e  pas t  several  cases. The  Commiss ion  

a g a i n  coiiunends Kentucky-Amer ican  for h o l d i n g  t h i s  m e e t i n g  t o  

e x p l a i n  i t s  r e q u e s t e d  rate i n c r e a s e  t o  its custoi~ers.  

A h e a r i n g  was h e l d  o n  May 1 4 ,  1986,  i n  t h e  Coin in iss ion ' s  

offices i n  F r a n k f o r t ,  K e n t u c k y ,  f o l l o w i n g  n o t i c e  g i v e n  p u r s u a n t  t o  

the C o i n m i s s i o n ' s  regulations. The Consumer P r o t e c t i o n  D i v i s i o n  of 

t h e  A t t o r n e y  G e n e r a l ' s  Off ice ( " A G " )  and the L e x i n g t o n - F a y e t t e  

Urban Coun ty  Government (.Urban C o u n t y " )  i n t e r v e n e d  i n  t h i s  mat ter  

and  pa r t i c ipa t ed  i n  the h e a r i n g s .  

Witnesses for Kentucky-Amer ican  pref i l i n g  t e s t i m o n y  a n d  

a p p e a r i n g  a t  t h e  h e a r i n g  were Edward W. Liinbach, P r e s i d e n t  of 

Kentucky-Amer ican;  Robert A. E d e n s ,  V i c e  P r e s i d e n t  a n d  G e n e r a l  

Manager  of Kentucky-Amer ican;  Roy L. F e r r e l l  I A s s i s t a n t  T r e a s u r e r  

of Kentucky-American:  D. Wayne T r i i n b l e ,  A s s i s t a n t  Director of 

R a t e s  and R e v e n u e s ,  Amer ican  Water Works S e r v i c e  Company: and  Dr. 

C h a r l e s  F. P h i l l i p s ,  Jr., Robert G. Brown  P r o f e s s o r  of Econoin ics  

a t  Wash ing ton  and  Lee  U n i v e r s i t y .  Appearing on b e h a l f  o f  t h e  AG 

was Dr. Ben J o h n s o n  of Ben J o h n s o n  and  Associates. The Urban  

Coun ty  called no w i t n e s s e s s .  S i i n u l t a n e o u s  b r ie fs  were f i l e d  o n  

J u n e  4 ,  1986,  a n d  a l l  r e q u e s t e d  l n f o r i n a t l o n  h a s  b e e n  6 u b i n i t t e d .  

T h i s  O r d e r  addresses t h e  Co imnIss ion ' s  f i n d i n g s  and  d e t e m i n a -  

t i o n s  o n  issues p r e s e n t e d  a n d  d i s c l o s e d  i n  t h e  h e a r i n g  and 

i n v e s t i g a t i o n  of Ken tucky-Amer ican ' s  r e v e n u e  r e q u i r e m e n t s .  The 
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Corntnission h a s  g r a n t e d  ra tes  a n d  c h a r g e s  t o  p r o d u c e  an a n n u a l  

i n c r e a s e  of $ 1 , 5 1 1 , 6 3 7  h e r e i n .  

ANALYSIS  AND DETERMINATION 

T e s  t P e r  i od  

K e n t u c k y - k n e r i c a n  p r o p o s e d  a n d  t h e  Coininission h a s  accepted 

t h e  12-month per iod e n d i n g  O c t o b e r  31, 1 9 8 5 ,  a s  t h e  tes t  p e r i o d  in 

t h i s  proceeding. 

Cotcuni t t e d  C o n s t r u c t  i o n  

Kentucky-Amer ican  i n c l u d e d  i n  its proposed rate base an 

estimate of $ 5 6 0 , 6 6 3  for  c o n s t r u c t i o n  t h a t  wou ld  t a k e  place 

subsequent t o  the test period. A t  the hearing Kentucky-knerican 

r e v i s e d  t h e  committed c o n s t r u c t i o n  f i g u r e  downward by $32,000 t o  

r e f l e c t  t h e  ac tua l  cost  of t h e  construct ion.  Of t h e  $560,663 

estimate, $ 3 0 1 , 7 9 5  w a s  a t t r i b u t a b l e  t o  t h e  Midway a n d  V e r s a i l l e s  

projects o n  w h i c h  c o n s t r u c t i o n  b e g a n  b u t  w a s  n o t  c o m p l e t e d  a t  t h e  

e n d  of t h e  tes t  p e r i o d .  The  r e m a i n i n g  costs  w e r e  a s s o c i a t e d  w i t h  

f o u r  smaller p r o j e c t s :  Ht. Horeb Road,  C a r r i c k  Road, S t o n e  Road 

a n d  B a s s e t t  Avenue. C o n s t r u c t i o n  o n  t h e  S t o n e  Road and  Basset t  

Avenue projects coininenced s u b s e q u e n t  to  t h e  tes t  period. A l l  

project8 w e r e  to  h a v e  b e e n  completed by May 15 ,  1986. 4 

The Coinmission,  in Kentucky-Amer ican ' s  l a s t  r a t e  case,  Case 

No. 9283,  d i s a l l o w e d  a d j u s t m e n t s  of p o s t  tes t  p e r i o d  p l a n t  addi-  

t i o n s  as it g e n e r a l l y  does in a l l  cases. I n  t h i s  c a s e ,  Kentucky-  

Amer ican  s o u g h t  t o  i d e n t i f y  p a r t i c u l a r  r e v e n u e s  and  e x p e n s e s  

Ibid., page 1 2 6  

4 I b i d . ,  pages 67-68  
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associated with t h e  post  test period projects i t  proposed t o  

i n c l u d e  i n  t h e  r a t e  base. I n  i ts b r i e f ,  Kentucky-Amer ican ,  i n  

f o u r  of t h e  projects f o u n d  n o  * r e v e n u e "  effect  associated w i t h  t h e  

post  test  p e r i o d  a d d i t i o n s  s i n c e  no c u s t o i n e r s  w e r e  b e i n g  added. 

Kentucky-American p r e s e n t e d  t h i s  f a c t  as an argument to  i n c l u d e  

t h e  i n v e s t m e n t  b u t  to  l e a v e  e a r n i n g s  a t  t h e  t e s t  period l e v e l .  

N a t u r a l l y  a s t ree t  e x t e n s i o n ,  a booster s t a t i o n ,  new office 

f u r n i t u r e  or e v e n  a t r a n s m i s s i o n  l i n e  will likely n o t  c a r r y  w i t h  

thein customers. The  a r g u m e n t  i n  t h e  b r ie f  c o n f u s e s  the i s s u e s  

i n v o l v e d  i n  t h e  a l l o w a n c e  or d i s a l l o w a n c e  of post test p e r i o d  

plant a d d i t i o n s .  By i t s e l f ,  no  asse t ,  and f r e q u e n t l y ,  n o  project  

p r o d u c e s  revenue. These assets c o m b i n e  to  become t h e  o v e r a l l  base 

of assets t h a t  i n  t o t a l  p r o d u c e  r e v e n u e .  Revenue, as described i n  

t h e  brief, is n o t  t h e  i s s u e  t h e  Coininission inust dea l  w i t h  i n  

d e t e r m i n i n g  t h e  a p p r o p r i a t e  l e v e l  of i n v e s t m e n t  a n d  t h e  a p p r o p r i -  

a t e  l e v e l  of e a r n i n g s  t o  d e t e r m i n e  r e v e n u e  r e q u i r e m e n t s .  The 

brief, w h i l e  s o u n d i n g  logical, has n o t  a d d r e s s e d  t h e  k e y  i s s u e .  

The issue is t h e  d i s t o r t i o n  i n  earn ings  t o  i n v e s t m e n t  p r o d u c e d  by 

isolated o u t  of period a d j u s t m e n t s  f o r  ongoing construction 

projects. 

A cotnpany'e  balance s h e e t  r e f l e c t s  t h e  inves tment  and capf-  

t a l i z a t i o n  a t  a specific p o i n t  i n  time. To extend the balance 

sheet beyond that point would  r e q u i r e  c h a n g e s  to all r e v e n u e s ,  

expenses, assets, c a p i t a l  and l i a b i l i t i e s  t o  p r o p e r l y  e v a l u a t e  

e a r n i n g s  o n  i n v e s t m e n t .  The  Coinmission r e a l i z e s  t h a t  i t  is 

d i f f i c u l t ,  i f  n o t  impossible, t o  q u a n t i f y  t h e  impact of isolated 

projects upon e a r n i n g s .  Ken tucky-Amer ican ,  or a n y  o t h e r  g r o w i n g  
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f f n n ,  is i n  an almost c o n t i n u o u s  s t a g e  of c h a n g i n g ,  upgrading and 

e x p a n d i n g  i t s  f a c i l i t i e s .  I n  a g r o w i n g  firm these c h a n g e s  a r e  i n  

t h e  n o n n a l  c o u r s e  of b u s i n e s s  and  i n  t h e  aggregate,  if management  

is r e s p o n s i v e ,  t h e s e  o n g o i n g  asset  c h a n g e s  mixed w i t h  o t h e r  chang-  

i n g  f a c t o r s  s h o u l d  be expected t o  increase p r o d u c t i v i t y  espec ia l ly  

in a per iod of v e r y  low i n f l a t i o n  a n d  s h o u l d  t he reby  r e s u l t  i n  

some overa l l  gain. The  degree o f  t h e s e  c h a n g e s  d e p e n d s  on a 

myriad of fac tors :  c u r r e n t  c a p i t a l  costs ,  i n f l a t i o n ,  r a i n f a l l  

( f o r  a w a t e r  u t i l i t y ) ,  c u s t o m e r  g r o w t h ,  and  management  e f f i c i e n c y .  

Therefore it is i n a p p r o p r i a t e  t o  ref lect  t h e  impact of a n  i so l a t ed  

new i n v e s t m e n t  w i t h o u t  full re f lec t ion  of t o t a l  operations f o r  t h e  

period. 

O c c a s i o n a l l y ,  a g r o w i n g  f i n n  may complete a project pos t - t e s t  

period w h e r e  t h e  impact o n  t h e  firm's ove ra l l  o p e r a t i o n s  c a n  inore 

r e a d i l y  be i d e n t i f i e d  a n d  a n  e x c e p t i o n  may be made. I n  t h i s  

p r o c e e d i n g  t h e  Coinmission c o n s i d e r s  t h e  Midway a n d  Ver sa i l l e s  

projects examples of s u c h  e x c e p t i o n s .  Kentucky-Amer ican  agreed to 

s e r v i c e  t h e  C i t y  of M i d w a y ,  K e n t u c k y ,  a f t e r  t h e  s e v e r e  d r o u g h t  of 

t h e  suxniner of 1983 .  D u r i n g  t h e  d r o u g h t  Midway e x p e r i e n c e d  wa te r  

s h o r t a g e s  a n d  soine r e s i d e n t s  were w i t h o u t  wa te r  f o r  a n  e x t e n d e d  

period. I n  order t o  a l l e v i a t e  t h i s  problem Kentucky-Amer ican  

agreed t o  e x t e n d  i ts services t o  Midway. The Coinmission a g r e e d  

5 t h a t  t h e  n e e d  e x i s t e d  and  i s s u e d  a c e r t i f i c a t e  i n  Case No. 9359. 

A p p l i c a t i o n  of Kentucky-Amer ican  Water Company for a 
C e r t i f i c a t e  of Public C o n v e n i e n c e  and  N e c e s s i t y  A u t h o r i z i n g  
t h e  C o n s t r u c t i o n  of a n  8" D i s t r i b u t i o n  Main a n d  R e l a t e d  
Fac i l i t i e s  t o  S e r v e  Midway, Ken tucky .  
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T h e  C i t y  of Versa i l l e s  e x p e r i e n c e d  some of t h e  same problems i n  

1983 a l t h o u g h  n o t  as s e v e r e  a s  Midway's .  Again  Kentucky-Amer ican  

agreed t o  e x t e n d  i ts  s e r v i c e s  by  p r o v i d i n g  a s t a n d - b y  s u p p l y  of 

water for V e r s a i l l e s  i n  C a s e  No. 9360. 6 

A l t h o u g h  t h e  C o n m i s s i o n  feels  t h a t  i t  is g e n e r a l l y  i n a p p r o -  

p r i a t e  t o  make a d j u s t i n e n t s  f o r  p o s t  tes t  period cap i t a l  a d d i t i o n s  

t h e  Commission c o n c l u d e s  t h a t  d u e  t o  t h e  c i r c u m s t a n c e s  s u r r o u n d i n g  

t h e  n e c e s s i t y  for t h e  Midway a n d  V e r s a i l l e s  p ro jec ts  and t h e  f a c t  

t h a t  Kentucky-Amer ican  has made a reasonable attempt to show t h e  

impact of t h e s e  projects on  i t s  ove ra l l  operat ions it  would be 

u n f a i r  to  n o t  allow Kentucky-Amer ican  to  earn t h e  incremental 

r e t u r n  on  t h i s  i n v e s t m e n t .  I t  is, therefore, the Coinmiss ion ' s  

conclusion t h a t  t h e  C o i N n i t t e d  c o n s t r u c t i o n  costs associated w i t h  

Midway and  Versa i l les  s h o u l d  be allowed i n  Kentucky-Amer ican '  s 

r a t e  base. The  a d j u s t m e n t s  for t h e  Mt. Horeb Road, C a r r i c k  Road,  

Stone Road and B a s s e t t  Avenue projects are inerely ongoing changes 

post  test  per iod a n d  s h o u l d  be d e n i e d .  

V a l u a t i o n  Methods  

N e t  I nves  t inent 

Kentucky-Amer ican  proposed a n e t  i n v e s t m e n t  rate base a t  

October 31, 1985, of $49,760,605 including estiinated coininitted 

c o n s t r u c t i o n  beyond  t h e  e n d  of t h e  test  p e r i o d .  Amendinents t o  

I 

A p p l i c a t i o n  of Kentucky-Amer ican  Water Company for a 
C e r t i f i c a t e  of P u b l i c  C o n v e n i e n c e  a n d  N e c e s s i t y  A u t h o r i z i n g  
the C o n s t r u c t i o n  of 9,800 F e e t  of 1 6  I n c h  Water Main and  5 , 2 0 0  
F e e t  of 16 I n c h  Water Wain to S e r v e  t h e  C i t y  of Versa i l les ,  
Kentucky. 

' Exhibit 3 ,  S c h e d u l e  1. 

-6- 



t h e  o r i g i n a l  a p p l i c a t i o n  r e f l e c t i n g  t h e  a c t u a l  cost of t h e  

coirunitted c o n s t r u c t i o n  and  Kentucky-Amer ican '  a proposal t o  remove 

t h e  costs of t h e  Ken tucky  R i v e r  S t a t i o n  r e d u c e d  t h e  p r o p o s e d  ra te  

base t o  $49,299,706.  * The Coirunission h a s  accepted t h e  proposed 

r a t e  base w i t h  t h e  f o l l o w i n g  except ions:  

The major e x c e p t i o n  t h a t  t h e  Coinmission t a k e s  to  t h e  r a t e  

base as proposed is t h e  i n c l u s i o n  of $258,868' of corninitted 

c o n s t r u c t i o n .  The Coinmission h a s  d i s a l l o w e d  t h e  c o m m i t t e d  

construction a n d  c o n c u r r e n t  a d j u s t m e n t s  of $3 ,207  a n d  $ 4 , 3 9 7  have 

b e e n  made to  t h e  proposed r a t e  base t o  ref lect  re la ted c h a n g e s  to 

t h e  d e p r e c i a t i o n  r e s e r v e  and  d e f e r r e d  f e d e r a l  a n d  s t a t e  t a x e s ,  

r e s p e c t i v e l y .  I n  a d d i t i o n  t h e  Coinmission h a s  made a d j u s t m e n t s  t o  

u t i l i t y  p l a n t  i n  s e r v i c e  a n d  a c c u m u l a t e d  r e s e r v e  for  d e p r e c i a t i o n  

t o  re f lec t  t h e  reinoval of t h e  costs associated w i t h  t h e  K e n t u c k y  

R i v e r  S t a t i o n  i n  t h e  amount  of $ 4 5 1 , 5 1 9  a n d  $22 ,620 ,  r e s p e c t i v e l y .  

Kentucky-Amer ican  proposed a c a s h  w o r k i n g  c a p i t a l  allowance 

Of $ 1 ,  383,500. lo The AG c o n t e n d s  t h a t  Ken tucky-Amer ican ' s  t o t a l  

I n  w o r k i n g  c a p i t a l  a l l o w a n c e  is o v e r s t a t e d  by $402,000.  

a r r i v i n g  a t  t h i s  determinat ion t h e  AG h a s  used the i n v e s t o r  

11 

* A l t h o u g h  Kentucky-Amer ican  p r o p o s e d  to  r e d u c e  t h e  rate base it 
f i l e d  no a n e n d e d  e x h i b i t s  a n d ,  therefore,  t h e  Coxninission has 
made a p p r o p r i a t e  a d j u s t m e n t s  t o  t h e  o r i g i n a l  proposed ra te  
base of $49 ,760 ,605 .  

The o r i g i n a l  f i g u r e  is u s e d  t h r o u g h o u t  t h i s  O r d e r  d u e  t o  t h e  
f a c t  t h a t  K e n t u c k y - k n e r i c a n  f i l e d  n o  amended e x h i b i t s .  

lo E x h i b i t  3, S c h e d u l e  2. 

11 Br ie f  of t h e  AG, page 1 4 .  
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s u p p l i e d  c a p i t a l  approach proposed by  Dr. J o h n a o n  i n e t e a d  of 

Kentucky-American '  s f o r m u l a  a p p r o a c h .  

The Coirunission, i n  C a s e  No. 8314 ,12  a u t h o r i z e d  Xentucky- 

Amer ican  t o  u s e  6 0  d a y s  or 1 / 6  of a d j u s t e d  o p e r a t i o n  and  

m a i n t e n a n c e  e x p e n s e s  to  d e t e r m i n e  i ts cash w o r k i n g  c a p i t a l  

allowance as o p p o s e d  t o  4 5  days or 1/8 used i n  p r e v i o u s  cases .  A t  

t h a t  time t h e  Cornmission f e l t  t h a t  t h i s  i ne thodo logy  w a s  g e n e r a l l y  

appropriate because t o t a l  n e t  i n v e s  t inent  close1 y a p p r o x i m a t e d  

i n v e s t o r  s u p p l i e d  capital. l3 The C o i n m i s s i o n  is of t h e  o p i n i o n  

t h a t  t h i s  m e t h o d  is st i l l  appropriate  and  accepts i t  f o r  t h i s  

p r o c e e d i n g .  However, i n  t h e  p a s t  several years  Kentucky-  

A m e r i c a n ' s  c a p i t a l  h a s  f l u c t u a t e d  i n  coinparison t o  i ts  rate base 

and  has, in some instances,  s u b s t a n t i a l l y  e x c e e d e d  r a t e  base. The 

Coinmission, t h e r e f o r e ,  a d v i s e s  Ken tucky-Amer ican  t h a t  i t  s h o u l d  

p r e s e n t  a new l ead- lag  s t u d y  or explore a l t e r n a t i v e  methods of 

c o m p u t i n g  t h e  w o r k i n g  c a p i t a l  a l l o w a n c e  i n  i ts  n e x t  r a t e  

p r o c e e d i n g .  

The C o t m i s s i o n  h a s ,  in t h i s  p r o c e e d i n g ,  r e d u c e d  Kentucky-  

A m e r i c a n ' s  proposed c a s h  w o r k i n g  c a p i t a l  a l l o w a n c e  by  $ 2 0 , 6 3 4  t o  

reflect  Coinrnission a d j u s t m e n t s  t o  p r o p o s e d  o p e r a t i o n  and  i n a i n t e -  

n a n c e  expenses. 

The Cominiesion h a s  d e t e r m i n e d  Kentucky-Amer ican '  s n e t  

i n v e s t m e n t  r a t e  base a t  October  31, 1985, to be a s  f Q l l O W f 3 :  

Notice of A d j u s t m e n t  of Rates of Ken tucky-Amer ican  Water 
Company. 

C a s e  No. 8314, O r d e r  e n t e r e d  February 8.  1982, page 6 .  l3 

-8- 



U t i l i t y  P l a n t  i n  S e r v i c e  
C o n s t r u c t i o n  Work  i n  P r o g r e s s  
P r e p  a yine n t s 
Materials and S u p p l i e s  
Deferred  Tank P a i n t i n g  
Cash Working C a p i t a l  
C o r m n i t  t e d  C o n s t r u c t  i o n  

S u b t o t  a1 

Less : 

R e s e r v e  for D e p r e c i a t i o n  and 

Customer  A d v a n c e s  for 

C o n t r i b u t i o n s  i n  A i d  of 

D e f e r r e d  F e d e r a l  and S t a t e  T a x e s  
U n a m o r t i z e d  I n v e s t m e n t  Tax Credit 
D e p r e c i a t i o n  o n  C o i m n i t t e d  

Amor t i z a t i o n  

C o n s t r u c t i o n  

C o n s t r u c t i o n  

C o n s t r u c t i o n  

$ 7 0 , 5 0 9 , 3 3 8  
1 , 4 8 7 , 1 2 1  

1 0 0 , 4 5 6  
281,175 
3 4 0 , 8 9 6  

1 , 3 6 2 , 8 6 6  
3 0 1 , 7 9 5  

$74,383,647 

$ 1 0 , 3 8 0 , 6 1 5  

2,902 463 

4 ,54S,7S6 
5,719,061 

258,999 
5,009 

N e t  O r i g i n a l  C o s t  Rate Base 

~~~ 

5 0 , 5 7 1 , 7 4 4  

P1 a n t  1 , 5 1 1 , 9 3 6  

Net I n v e s t m e n t  R a t e  Base $49,059,808 

Acqu is i t i o n  Ad j u s  tinen t 

Cap1 t a1 

Kentucky-American is a wholly-owned s u b s i d i a r y  of A m e r i c a n  

Water W o r k s  Company, Inc. (“American Water Works.) .  Kentucky-  

American p r o p o s e d  to reduce the s t a t e d  levels of its l o n g - t e r m  

d e b t  and p r e f e r r e d  s t o c k  by t h e  b a l a n c e  of u n m n o r t i z e d  debt 

expenses,  s i n k i n g  f u n d  p r o v i s i o n s ,  a m a t u r i n g  deb t  i s s u e  of 

$ 1 , 7 0 0 , 0 0 0  and  p r o p e r t y  h e l d  for f u t u r e  u s e .  These a d j u s t m e n t s  t o  

Kentucky-Amer l c a n ’  8 e n d - o f - p e r  i o d  cap it  a1 r e s u l t e d  i n  
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Adding  e n d - o f - p e r i o d  Job c a p i t a l i z a t i o n  of $46 ,901 ,988 .  1 4  

Development  I n v e s t m e n t  Tax C r e d i t s  ( " J D I C " )  of $ 2 , 5 4 2 , 3 9 2  r e s u l t s  

i n  a n  a d j u s t e d  c a p i t a l i z a t i o n  of $ 4 9 8 4 4 4 , 3 8 0 .  C o n s i s t e n t  w i t h  t h e  

Commission's O r d e r  i n  Case No. 8836, l5 r e i n s t a t e m e n t  of t h e  

u n a m o r t i z e d  expenses  of $224 ,603  associated w i t h  Kentucky-  

k n e r i c a n ' s  l o n g - t e r m  debt a n d  p r e f e r r e d  stock r e s u l t e d  i n  a 

c a p i t a l i z a t i o n  of $49,668,983.  

The Coinmiss ion ,  c o n c u r r e n t  w i t h  t h e  ad j u s t i n e n t s  made t o  t h e  

r a t e  base far committed c o n s t r u c t i o n  end the Kentucky River 

S t a t i o n ,  h a s  r e d u c e d  Ken tucky-Amer ican ' s  c a p i t a l i z a t i o n  by 

$258,868 and $ 4 5 1 , 5 1 9 ,  resulting i n  an a d j u s t e d  c a p i t a l i z a t i o n  of 

$48,958,596.  T h e  Coinmission f i n d s  t h i s  to  be t h e  reasonable l e v e l  

of c a p i t a l i z a t i o n  for Kentucky-Amer ican  a t  t h e  e n d  of t h e  test  

period . I n  f u r t h e r  c a l c u l a t i o n s  8 t h e  Coininission a s s i g n s  t h e  

overa l l  cost of capital t o  JDIC as r e q u i r e d  by  S e c t i o n  46 of t h e  

I n t e r n a l  Revenue  Code. 

Revenues  and  E x p e n s e s  
16 

for t h e  test p e r i o d .  I n  order to n o r m a l i z e  c u r r e n t  o p e r a t i n g  

c o n d i t i o n s  Kentucky-Amer ican  p r o p o s e d  s eve ra l  a d j u s t i n e n t s  t o  i ts  

test period revenue8  and expenses w h i c h  r e s u l t e d  in an adjusted 

K e n t u c k y - k n e r i c a n  had n e t  o p e r a t i n g  incoine of $4,562,973 

I' 

lS 
E x h i b i t  No. 5, Schedule 1. 

Notice of A d j u s t m e n t  of t h e  R a t e s  of Kentucky-Amer ican  Water 
Company. 

l6 Exhibit 4 ,  S c h e d u l e  1 
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n e t  o p e r a t i n g  income  of $4,486,820.  l7 The  Coinmission is of t h e  

o p i n i o n  t h a t  t h e  proposed a d j u s t m e n t s  a r e  g e n e r a l l y  proper a n d  

acceptable for r a t e - m a k i n g  p u r p o s e s  w i t h  the following e x c e p t i o n s :  

Operating Revenues 

Dur ing  t h e  h e a r i n g  KentUCky-hn@riCant  a t  t h e  A G ' s  r e q u e s t ,  

proposed to  reduce its pro form opera t ing  revenues  by $1438553 b y  

r e m o v i n g  t h e  a n n u a l i z a t i o n  a d j u e t r n e n t s  to  i ts  t e s t  p e r i o d  

r e v e n u e s  . The AG made t h e  r e q u e s t  because i t  felt t h a t  

Kentucky-Amer ican  h a d  i n a p p r o p r i a t e l y  made ad j u s t i n e n t s  to 

annua l i ze  revenues  w i t h o u t  t h e  c o r r e s p o n d i n g  a d j u s t m e n t  to  t h e  

b i l l  a n a l y s i s  to a n n u a l i z e  c o n s u i n p t i o n .  A f t e r  f u r t h e r  e x a m i n a t i o n  

t h e  Can in i s s ion  has d e t e r m i n e d  t h a t  t h e  appropr ia te  adjustments  

were inade by K e n t u c k y - k n e r i c a n  and r e m o v a l  of t h e  a n n u a l i z a t i o n  

ad jus tmen t s  is n o t  n e c e s s a r y .  

Sa l a r i e s  a n d  Wages 

Kentucky-Amer ican  p r o p o s e d  t o  i n c r e a s e  s a l a r i e s  a n d  wages b y  

$214 ,481 ,  t o  reflect  i n c r e a s e s  of 4 p e r c e n t  t o  u n i o n  p e r s o n n e l  

e f f e c t i v e  prior t o  t h e  e n d  of t h e  test  year ,  t o  ref lect  i n c r e a s e s  

of 5 percent to  non-un ion  personnel  a n d  t h e  i n c l u s i o n  of three 

a d d i t i o n a l  employees. The Coinmission has  accepted t h e  p r o p o s e d  

a d j u s t m e n t  w i t h  the e x c e p t i o n  of the add i t iona l  e m p l o y e e s .  

Kentucky-Amer ican  proposed t o  h i r e  a Maintenance Service  

S p e c i a l i s t  a t  a n  a n n u a l  s a l a r y  of $ 3 0 , 0 0 0  a n d  two part-t ime 

custoiner s e r v i c e  s p e c i a l i s t s  a t  a combined  a n n u a l  s a l a r y  of 

T.E.8 pages 103-107. 
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$15,725. Mr. Edens testified at the hearing that only one of the 

proposed additional employees had been h i r e d  at the date  of the 

hearing. 19 

I t  is the Coinmission's opinion that since the hiring dates of 

the new employees will take place well beyond the test period the 

proposal to include the costs associated with these employees 

should be rejected. The Cotrunission concludes that these employees 

represent newly created positions rather than replacements in 

existing positions. The C o i m n i s s i o n  is concerned that Kentucky- 

knerican has chosen to include only the salary expense of these 

new employees in its pro fonna operations and not the impact that 

the employees will have on earnings over the period the rates are 

in effect, whether represented by actual revenue contributions or 

increased productivity gains to Kentucky-American' s overall 

operations. This reduces Kentucky-American's operating expenses 

by $45,725. Furthennore, the Coinmission has reduced associated 

paytoll taxes  by $3,769. These adjustments result in an increase 

to net operating income of $24,788. 

Depreciation Expense 

Kentucky-knerican reported test-year depreciation expense of 

$945,192.*' Adjustinents to this figure resulted in a proposed 

level of depreciation expense of $1,215,568. Included in this 

m o u n t  is depreciation expense on $258,868 of coininitted 

construction and $451,519 of costs related to the Kentucky River 

l9 T.E.~ pages 58-53. 

20 Exhibit 4 ,  Schedule 1. 
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Station. As discussed in other sections of this Order e portion 

of the costs for COxNnitted construction and the cost attributed to 

the Kentucky River Station have been removed froin Kentucky- 

American's proposed rate base ,  and accordingly, the Coi~nission has 

reduced Kentucky-American's depreciation expense by $3,207 to 

reflect depreciation on coimnitted construction and $9,O3O2l t o  

reflect depreciation on excess p l a n t  capacity related to the 

Kentucky River Station. In addition, the Corrunission has increased 

depreciation expense by $462 to reflect capitalized engineering 

fees discussed in a later section of this Order. These 

adjustments result in an increase to net operating income of 

$5,898. 

Property Taxes 

Kentucky-knerican proposed to include in its property tax 

base both the coimnitted construction and the $451,519 costs 

associated with the Kentucky River Station. Accordingly, t h e  

Cornrnission has decreased Kentucky-American's operating expenses by 

$6,061 with adjustinents to property taxes attributable to these 

two items of plant. This adjustment results in an increase to net 

operating income of $3,036. 

Maintenance Expenses 

Kentucky-American reported test period maintenance expense of 

$23,981 for repair of the traveling screens at the Kentucky River 

Station and $16,310 for repair of a flocullator. It is the 

*' $451,519 x 2% - $9,030 (2% is the rate applicable to treatment 
plant). 
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Commiss ion ' s  j u d g m e n t  t h a t  t h e s e  e x p e n s e s  are  of a n o n - r e c u r r i n g  

n a t u r e  and  s h o u l d  be a m o r t i z e d  over a 3 - y e a r  period. A c c o r d i n g l y ,  

I t h e  Commission has r e d u c e d  K e n t u c k y - A m e r i c a n ' s  opera t ing  e x p e n s e s  

by $15,987 f o r  t h e  t r a v e l i n g  s c r e e n s  and $10,873 for t h e  f l o c u l -  

I l a t o r ,  r e s u l t i n g  i n  a n  i n c r e a s e  t o  n e t  o p e r a t i n g  income of 
I 
I * $13,453. 

S e r v i c e  Company C h a r g e s  

K e n t u c k y - k n e r i c a n  r e p o r t e d  test  p e r i o d  b i l l i n g s  of $855,549 

f r o m  Amer ican  Water Works  S e r v i c e  Company, I n c .  ("American") . 
T h i s  f i g u r e  represents an  increase o f  a p p r o x i m a t e l y  22 p e r c e n t  

o v e r  t h e  c a l e n d a r  y e a r  1984.  Kentucky-American reported t h a t  

$ 1 0 9 , 3 1 7  of t h e s e  e x p e n s e s  was d u e  t o  t h e  d e v e l o p m e n t  of t h e  

company's c o i n p r e h e n s i v e  planning study and for improvements to  t h e  

Richmond Road Station.22 The Coinmission agrees t h a t  i t e m s  of t h i s  

n a t u r e  did n o t  occur i n  1984  and  a s s u m e s  t h a t  Kentucky-American 

w i l l  p r o p e r l y  a c c o u n t  f o r  t h e s e  i t em as  c a p i t a l  e x p e n d i t u r e s .  

However, the Commission is c o n c e r n e d  about t h e  t r e a t m e n t  g i v e n  

o ther  s e r v i c e  company c h a r g e s  

Amer ican  billed Kentucky-Amer ican  $40 ,538  for e n g i n e e r i n g  

s e r v i c e s  for t h e  test  period. H r .  Tr i inble  t e s t i f i e d  t h a t  t h e  

charges w e r e  i n  c o n j u n c t i o n  w i t h  t h e  f i l i n g s  of three certif ica te  

cases . 23 I t  is t h e  Coinmiss ion ' s  j u d g m e n t  t h a t  e n g i n e e r i n g  fees, 

a s  w e l l  a s  most o t h e r  p r o f e s s i o n a l  fees, i n c u r r e d  a8 a r e s u l t  of 

major c o n s t r u c t i o n  projects  s h o u l d  be c a p i t a l i z e d .  The 

2 2  

23 T . E . ,  page 82.  

Staff R e q u e s t  No. 4 ,  Item I, page 2. 
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construction projects referred to  above, Midway, Veraailles and 

t h e  24 - inch  main would q u a l i f y  as major u n d e r t a k i n g s .  24  The 

C o m n i s s i o n  f u r t h e r  c o n c l u d e s  t h a t  s i n c e  Kentucky-Amer ican  h a s  

h i r e d  a f u l l - t i m e  engineer American no longer has t o  provide 

r o u t i n e  e n g i n e e r i n g  s e r v i c e s  t o  Kentucky-Amer ican  a n d  t h e  e n t i r e  

m o u n t  of e n g i n e e r i n g  e x p e n s e  s h o u l d  be c a p i t a l i z e d  r e s u l t i n g  i n  a 

decrease to Kentucky-Amer ican '  s o p e r a t i n g  e x p e n s e s  of $40,  538 or 

a n  i n c r e a s e  t o  n e t  o p e r a t i n g  income of $20,303. 

Kentucky-Amer ican  i n c u r r e d  tes t  period e x p e n s e s  of $ 8 4 , 5 3 5  

for c u s t o m e r  b i l l i n g  and  a c c o u n t i n g  s e r v i c e s  perfonned by 
2s Amer ican ,  r e p r e s e n t i n g  a n  i n c r e a s e  of $16 ,364  over  1984.  

Ken tucky-Amer ican ' s  w i t n e s s  Hr. T r i i n b l e  a t t r i b u t e d  t h e  i n c r e a s e  t o  

a c h a n g e o v e r  froin r e g i o n a l  data  p r o c e s s i n g  c e n t e r s  to a 

c e n t r a l i z e d  c o n t r o l  s y s t e m .  The AG c o n t e n d s  t h a t  t h e  $16,364 

i n c r e a s e  i n  t h i s  e x p e n s e  s h o u l d  be d i sa l lowed  b e c a u s e  Kentucky-  

k n e r i c a n ' s  c o n t e n t i o n  t h a t  t h i s  p r o c e d u r e  will r e d u c e  costs i n  t h e  

f u t u r e  is too s p e c u l a t i v e .  *' The  Commiss ion  agrees t h a t  i t  would  

be u n f a i r  t o  t h e  r a t e p a y e r s  t o  a l low Kentucky-Amer ican  t o  e x p e n s e  

t h e  e n t i r e  cost of t h i s  r e o r g a n i z a t i o n  d u r i n g  t h e  t e s t  p e r i o d .  

The C o t m i s s i o n  c o n c l u d e s  t h a t  t h e  i n c r e a s e  i n  t h i s  expense should 

be t r e a t e d  a s  a n o n - r e c u r r i n g  item and  amort ized o v e r  3 years, 

r e s u l t i n g  in a decrease to  o p e r a t i n g  expenses of $10,909 or a n  

Increase to  n e t  o p e r a t i n g  income of $5 ,464 .  

25 

26 T.E., pages 84 ,85 ,  B r i e f  of t h e  AG, page 22. 

S t a f f  R e q u e s t  No. 4 ,  Item 1, page 2. 

-15- 



I n  C a s e  No. 9283 t h e  Coininission expressed c o n c e r n  over the 

rapid i n c r e a s e  I n  service company e x p e n s e s .  A t  t h a t  time 

Kentucky-Amer ican  a t t r i b u t e d  the i n c r e a s e  t o  a r e o r g a n i z a t i o n  of 

its p a r e n t ,  American Water Works, Kentucky-Amer ican  c o n t e n d e d  

t h a t  t h i s  r e o r g a n i z a t i o n  would e v e n t u a l l y  l ead  t o  cost  s a v i n g s  for 

some of American Water Works' s u b s i d i a r i e s .  Based o n  t h e  e v i d e n c e  

p r e s e n t e d  i n  t h i s  case i t  would  a p p e a r  t h a t  Kentucky-Amer ican  was 

n o t  one of these s u b s i d i a r i e s .  G i v e n  the exclusion of ccrpital 

e x p e n d i t u r e s  K e n t u c k y - k n e r l c a n  shows an  increase of 6 . 5  p e r c e n t  

over t h e  1984 e x p e n d i t u r e s ,  Kentucky-Amer ican  c o n t e n d s  t h a t  this 

is 'a r e a s o n a b l e  i n c r e a s e  i f  one examines t h e  r easons  f o r  some of 

t h e  increases. . . ,*' The Commission i n  Case No. 9283 f o u n d  

Ken tucky-Amer ican ' s  1984 s e r v i c e  coinpany e x p e n s e s  to be 

u n r e a s o n a b l e  and c o n c l u d e s  t h a t  a n  i n c r e a s e  of 6 . 5  p e r c e n t  over  

1984 e x p e n d i t u r e s  is e v e n  inore u n r e a s o n a b l e .  The  Commiss ion  

ad v i se s Kent  uc k y-kne r f c an t h a t  se r v i ce company charges v i  11 be 

sub jec t ed  to v e r y  close s c r u t i n y  i n  f u t u r e  rate cases and  t h a t  

a i g n i f  i cant  increases w i l l  n o t  be tolerated w i t h o u t  complete 

e v i d e n c e  t h a t  these charges a re  n e c e s s a r y  to t h e  r a t e p a y e r s ,  t h a t  

Kentucky-American is u s i n g  eve ry  means  a v a i l a b l e  t o  hold  these 

e x p e n s e s  t o  a minilnuin and t h a t  a p o s i t i v e  cost/benefit relation- 

s h i p  c a n  be shown.  The Coinmission e x p e c t s  Kentucky-Amer ican  i n  

its n e x t  r a t e  p r o c e e d i n g  to provide  a f u l l  a n d  complete a n a l y s i s  

of a l l  categories of s e r v i c e  company c h a r g e s  fo r  the last 5 years 

i n  such fonnat  t h a t  a l l  c h a r g e s  a r e  r e a d i l y  identifiable and  can 

27 B r i e f  of Kantucky-Amer ican ,  page 21. 
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be e a s i l y  tracked to t h e  proper expense or o t h e r  appropriate  

a c c o u n t s  a n d  t h a t  v a l i d  and  m e a n i n g f u l  coinparisons can be inade. 

I n s u r a n c e  E x p e n s e  

Kentucky-Amer ican  proposed to  i n c r e a s e  i t s  i n s u r a n c e  e x p e n s e  

by $230,177 in order t o  coinpensate for r i s i n g  preiniwns for g e n e r a l  

l i a b i l i t y  and workers c o m p e n s a t i o n  i n s u r a n c e .  ** The proposed 

i n c r e a s e  r e p r e s e n t s  a n  a p p r o x i m a t e  131 p e r c e n t  i n c r e a s e  o v e r  t h e  

amount c h a r g e d  t o  o p e r a t i n g  e x p e n s e s  i n  1984.  The  AG has 

expressed c o n c e r n  o v e r  t h e  i n c r e a s e  a n d  has c i t ed  several  r e a s o n s  

why t h e  Commiss ion  s h o u l d  d i s a l l o w  t h e  e n t i r e  pro fonna increase. 

One area of concern t o  t h e  AG was t h e  c h a n g e  that Kentucky-  

k n e r i c a n  inade t o  its p r o c e d u r e  €or b o o k i n g  i n s u r a n c e  preiniurns. I n  

t h e  past Kentucky-Amer ican  has  booked o n l y  7 0  p e r c e n t  of its 

i n s u r a n c e  preiniuins a n d  deferred t h e  r e m a i n i n g  p o r t i o n  u n t i l  
29 ad j us Linen ts were in ad e by t h e  i n s u r a n c e  company . 

Kentucky-Amer ican  supports t h e  change i n  b o o k i n g  p r o c e d u r e  w i t h  

t h e  assertion t h a t  t h e  change more a c c u r a t e l y  ref lects  t h e  e x p e n s e  

i n  t h e  proper a c c o u n t i n g  period a n d  t h a t  the previous m e t h o d  

reflected wide  f l u c t u a t i o n s  i n  the amount  of e x p e n s e s  booked i n  a 

g i v e n  year ae well a8 t i m i n g  d i f f e r e n c e s  b e t w e e n  c a l e n d a r  and 

p o l i c y  y e a r s .  30 I t  le t h e  Coin in iss ion ' s  j u d g m e n t  t h a t  t h e  change 

i n  b o o k i n g  p r o c e d u r e  is a p p r o p r i a t e  i n  that i t  does p r o v i d e  a 

be t te r  m a t c h i n g  of e x p e n s e s  w i t h  t h e  proper period. 

28 E x h i b i t  4 ,  S c h e d u l e  9 

29 

30 Ib id .  

Sta f f  Raqueet No. 1, Item 16.  

- 
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The AG e x p r e s s e d  c o n c e r n  over Ken tucky-Amer ican ‘ s  p r o p o s e d  

i n c r e a s e  of $58,175 i n  W o r k e r s  C o m p e n s a t i o n  I n s u r a n c e  e x p e n s e .  

The  AG a r g u e s  t h a t  Kentucky-Amer ican  s h o u l d  s e e k  t o  h a n d l e  i ts own 

n e g o t i a t i o n s  for i n s u r e n c e  i n s t e a d  of m e r e l y  a c c e p t i n g  p r o j e c t i o n s  

froin Amer ican .  31 The  AG r e f e r e n c e d  s t a t e m e n t s  made by M. J. 

Kowal sk i  i n  his ineino t o  Kentucky-Amer ican ,  and  c o m p l a i n e d  t h a t  

Amer ican  does n o t  u n d e r s t a n d  how w o r k e r s  c o m p e n s a t i o n  operates i n  

Kentucky.  32 M r .  K o w a l s k i  s t a tes  i n  h i s  

c o i n p e n s a t i o n  “ r a t e s  and  inodif  i c a t ione  are n o t  

carrier b u t  are  r e g u l a t e d  b y  t h e  s t a t e s  

ineino t h a t  w o r k e r s  

n e g o t i a b l e  w i t h  t h e  

i n  w h i c h  w e  do 

b u s i n e s s .  “ 3 3  K e n t u c k y  is i n  f a c t  a n  o p e n  r a t i n g  s t a t e ,  as  n o t e d  

by  t h e  AG, a n d  t h e  Coininission a d v i s e s  Kentucky-Amer ican  a n d  

Amer ican  p e r s o n n e l  to f m n i l i a r i z e  t h e m s e l v e s  w i t h  t h e  w o r k e r s  

compensation laws i n  Ken tucky .  

Kentucky-Amer ican ,  as it  s h o u l d ,  c a p i t a l i z e s  a p o r t i o n  of i ts  

w o r k e r s  c o m p e n s a t i o n  e x p e n s e :  however ,  t h e  AG a r g u e s  t h a t  

Kentucky-Amer ican’s  c a p i t a l i z e d  p a y r o l l - r e l a t e d  e x p e n s e s  s h o u l d  be 
34 d i r e c t l y  p r o p o r t i o n a t e  t o  i ts  p e r c e n t a g e  of wages c a p i t a l i z e d .  

T h i s  is n o t  n e c e s s a r i l y  correct. There  are  s e v e r a l  f ac tors  to be 

c o n s i d e r e d  i n  d e t e r m i n i n g  t h e  amount  of p a y r o l l - r e l a t e d  e x p e n s e s  

to be c a p i t a l i z e d ,  i.e., s e a s o n a l  work a n d  t h e  p a r t i c u l a r  wage 

category or type of j ob  c a p i t a l i z e d  a n d  the r e s u l t i n g  d i f f e r e n c e  

31 Brief of t h e  AG, page 27. 

3 3  

3 4  B r i e f  of t h e  AG, page 28.  

S t a f f  R e q u e s t  No. 1, Item 1 6 ,  K o w a l s k i  Memo, page 2. 
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in applicable payroll related expenses. Without lengthy analysis 

it would be difficult ta determine the e x a c t  amount of workers 

compensation expense that should be capitalized; however, it i B  

the Commission’s judgment that in this proceeding Kentucky- 

American‘s level of capitalization is adequate. 

This Conunission, a s  essentially everyone, is  very concerned 

about the huge rise in t h e  cost of liability insurance. During 

t h e  past several months the inedia has given much attention to the 

insurance “crisisa and there has been much speculation as to whom 

or what is to blame. A recent study conducted by the California 

Public Utilities Commission states in part that there are 

basically three causes for the rise in insurance costs: (1) lower 

earnings on investments, (2) court rulings affecting liability, 

and ( 3 )  increases in loss claims. 35 The study also finds that: 

Water utilities are among the inany businesses being 
adversely a f f e c t e d  by the r i s i n g  cost of liability 
insurance and are facing stiff increases in preiniuins for 
general and umbrella insurance policies. . .water utili- 
ties have experienced an average percentage increase of 
138 percent for general liability @surance and 254 
percent for umbrella insurance. . . 

The Coinmission assumes t h a t  rates would be solnewhat less i n  

Kentucky d u e  to the cost of living in general being lower than 

national averages. However, the California study highlights the 

f a c t  that the insurance problem fe not unique to Kentucky-knerican 

but is in fac t  industry-wide. The Commission, as does everyone, 

35 National Association of Regulatory Utility Coi~nissionets 
Bulletin No. 20-1986, page 23. 
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h o p e s  t h a t  t h e  t r e n d  w i l l  n o t  c o n t i n u e ,  b u t  i f  i t  does t h e  

Coinmission s t r o n g l y  adv i ses  Kentucky-Amer ican  t o  b e g i n  e x p l o r i n g  

a l t e r n a t i v e  s o u r c e s  o f  i n s u r a n c e  coverage. 

The  AG a r g u e s  t h a t  s i n c e  K e n t u c k y  is a n  o p e n  r a t i n g  

s t a t e  for w o r k e r s  c o m p e n s a t i o n  t h a t  carriers c a n  e s s e n t i a l l y  

charge  w h a t  t h e  m a r k e t  w i l l  bear a n d  assumes, therefore, t h a t  

Kentucky-Amer ican  c o u l d  s e e k  o u t  lower preinluins a n d  t h a t  t h e  

C o m n i s s i o n  should d e n y  t h e  $58,175 proposed i n c r e a s e  i n  w o r k e r s  

T h e  AG a l so  a r g u e s  t h a t  c o m p e n s a t i o n  i n s u r a n c e .  

Kentucky-Amer ican  s h o u l d  attempt t o  n e g o t i a t e  i ts own i n s u r a n c e  

coverage for g e n e r a l  l i a b i l i t y  i n s u r a n c e  r a t h e r  t h a n  r e l y  o n  

A m e r i c a n ' s  p r o j e c t i o n s  . 38 The Coinmission c o n c l u d e s  t h a t  n e i t h e r  

of t h e  a r g u e i n e n t s  c h a n g e s  t h e  f a c t  t h a t  p remiums  for w o r k e r s  

c o m p e n s a t i o n  a n d  g e n e r a l  l i a b i l i t y  i n s u r a n c e  h a v e  i n c r e a s e d  

U r m n a t l c a l l y  d u r i n g  t h e  p a s t  y e a r  and,  t h e r e f o r e ,  d e n i e s  the AG's  

r e q u e s t  t o  d i s a l l o w  t h e  pro  fonna a d j u s t m e n t  to i n s u r a n c e  e x p e n s e :  

however ,  t h e  Coinmiss ion  a g a i n  a d v i s e s  Kentucky-Amer ican  t h a t  

i n c r e a s e s  of t h i s  m a g n i t u d e  w i l l  n o t  be al lowed i n  t h e  f u t u r e  

w i t h o u t  Kentucky-Amer ican  p r o v i n g  t h a t  i t  h a s  e x h a u s t e d  a l l  

e f for t s  to  a c q u i r e  t h e  i n s u r a n c e  c o v e r a g e  t h a t  i t  n e e d s  a t  t h e  

l e a s t  coat poss ib le  t o  its r a t e p a y e r s .  

A l l o w a n c e  f o r  F u n d s  Used D u r i n q  C o n s t r u c t i o n  ("AFUDC") 

37 

Kentucky-Amer ican  reported $79,331 f o r  APUDC d u r i n g  t h e  t e s t  

period. C o n s i s t e n t  w i t h  p r i o r  O r d e r s  of t h e  Coinmission,  Kentucky-  

37 

38 I b i d . ,  page 30. 

B r i e f  of t h e  AG, page 26. 
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Amer ican  made a n  a d j u s t m e n t  t o  t r a n s f e r  t h i s  m o u n t  t o  n e t  

o p e r a t i n g  i n c a n e .  However, Kentucky-Amer ican  a l so  i n c l u d e d  t h i s  

amount  i n  i ts income t a x  c a l c u l a t i o n  w h i c h  e r r o n e o u s l y  r e d u c e d  n e t  

operating income by $39,598, since AFUDC is not recognized for t a x  

purposes . T h e r e f o r e  , t h e  Coinmission h a s  i n c r e a s e d  Kentucky-  

A m e r i c a n ' s  a d j u s t e d  n e t  o p e r a t i n g  income by $ 3 9 , 5 9 8 .  

I n  a d d i t i o n ,  Kentucky-Amer ican  had c o n s t r u c t i o n  work i n  

progress ("CWIP") e l i g i b l e  for t h e  c o i n p u t a t i o n  of AFUDC a t  t h e  e n d  

of the t e s t  p e r i o d  of $1,059,645.  The Coinmission is of t h e  

o p i n i o n  t h a t  AFUDC s h o u l d  be a d j u s t e d  t o  ina tch  Ken tucky-Amer ican ' s  

r a te  base a n d  n e t  o p e r a t i n g  income.  T h u s ,  t h e  Coinrnission h a s  

a s s i g n e d  t h e  o v e r a l l  cost  of c a p i t a l  of 10 .98  p e r c e n t  t o  t h e  e n d  

of p e r i o d  CWIP e l ig ib l e  for APUDC for an a d j u s t e d  level of 

$116,349. T h i s  r e s u l t s  i n  a n  i n c r e a s e  to  n e t  o p e r a t i n g  income of 

$37,018.  

Interest S y n c h r o n i z a t i o n  

Kentucky-Amer ican  p r o p o s e d  i n t e r e s t  e x p e n s e  f o r  t a x  p u r p o s e s  

of $ 2 , 8 2 1 , 4 2 6  based on I t s  proposed level of d e b t  and proposed 

cost of d e b t .  39 However, K e n t u c k y - k n e r i c a n ' e  a d j u s t e d  l e v e l  of 

i n t e r e s t  e x p e n s e  does n o t  r e c o g n i z e  a n y  a d j u s t m e n t  for t h e  d e b t  

p o r t i o n  of JDIC. Therefore, t h e  Coinmission,  c o n s i s t e n t  w i t h  i ts 

pas t  Orders,  h a s  d e t e r m i n e d  i n t e r e s t  e x p e n s e  based o n  t h e  

c a p i t a l i z a t i o n  f o u n d  r e a s o n a b l e  h e r e i n  of $2,785,68!jr4O r e s u l t i n g  

i n  a decrease t o  n e t  o p e r a t i n g  income  of $17,840.  

39 E x h i b i t  4 ,  S c h e d u l e  23. 

'O $48 ,958 ,596  x - 5 7 0 7  x .0997 = $2 ,785 ,685  
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M i s c e l l a n e o u s  E x p e n s e s  

Kentucky-Amer ican  reported e $1,685 test year e x p e n d i t u r e  for 

g l a s s  p i t c h e r s  i n c u r r e d  as p a r t  of t h e  company ' s  c e n t e n n i a l  cele- 

b r a t i o n .  Hr. Edens  t e s t i f i e d  t h a t  t h e  p i t c h e r s  were g i v e n  t o  c i t y  

d i g n i t a r i e s  a n d  t h e  Board of Directors. 41 It  is t h e  A G ' s  o p i n i o n  

t h a t  t h e  e x p e n s e  s h o u l d  be d i sa l lowed  b e c a u s e  n o  p o s i t i v e  effect  

o n  c u s t o i n e r  s e r v i c e  h a s  b e e n  shown. 4 2  The Cormnission is aware 

t h a t  t h i s  e x p e n s e  has a m i n i m a l  e f f e c t  o n  o p e r a t i n g  income;  

however ,  t h e  Coininission agrees t h a t  K e n t u c k y - k n e t i c a n  has failed 

t o  p r o v e  t h a t  i ts  r a t e p a y e r s  h a v e  b e n e f i t e d  from t h i s  e x p e n d i t u r e  

and the C a n i n i s s i o n  c o n c l u d e s  t h a t  t h e  e x p e n s e  s h o u l d  be b o r n e  by 

Ken tucky-Amer ican ' s  i n v e s t o r s .  The C o i n i n i s s i o n  h a s ,  therefore, 

r e d u c e d  Ken tucky-Amer ican ' s  o p e r a t i n g  e x p e n s e s  by $1,685,  

r e s u l t i n g  i n  a n  i n c r e a s e  of $ 8 4 4  t o  n e t  o p e r a t i n g  income.  

RATE OF RETURN 

Capi ta l  S t r u c t u r e  

Dr. Phillips, witness for Kentucky-American, recoinmended a 

c a p i t a l  s t r u c t u r e  c o n t a i n i n g  54.02  p e r c e n t  long-term d e b t ,  7.28 

p e r c e n t  p r e f e r r e d  s t o c k ,  33.59 percent coiiunon e q u i t y  and 5.13 

p e r c e n t  JDIC. 4 3  T h i s  c a p i t a l  s t r u c t u r e  reflects t h e  r e t i r e m e n t  of 

$1,700,000 of Series E F i r s t  Mortgage Bonds  o n  May 1, 1986. 

D e d u c t i o n s  for 1986 s i n k i n g - f u n d  r e q u i r e m e n t s  were a l so  made fo r  

l o n g - t e n n  d e b t  and p r e f e r r e d  stock. 

'I T . E . ,  pagan 4 3 ,  4 8  

4 2  

'' B r i e f  of t h e  AG, page 2 0 .  

Rebuttal t e s t i m o n y  of Charles F. P h i l l i p a ,  Jr., S c h e d u l e  7R. 
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Dr. J o h n s o n ,  w i t n e s s  for t h e  AG, recoimnended a n  i m p u t e d  

c a p i t a l  s t r u c t u r e  c o n t a i n i n g  56.94  p e r c e n t  l o n g - t e n n  d e b t ,  7.65 

p e r c e n t  preferred s t o c k ,  4.8 p e r c e n t  Amer ican  W a t e r  W o r k s  l o n g -  

term d e b t ,  1.68 p e r c e n t  Amer ican  Water Works p r e f e r r e d  stock and  

28.92 p e r c e n t  coininon e q u i t y .  4 4  D r .  J o h n s o n  was of t h e  o p i n i o n  

t h a t  a n  impu ted  c a p i t a l  s t ructure  t h a t  took into c o n s i d e r a t i o n  t h e  

p a r e n t ' s  use of d o u b l e  l e v e r a g e  w a s  s u p e r i o r  to t h e  u s e  of a 

s u b s i d i a r y  c a p i t a l  s t r u c t u r e .  4 5  

The Coinmission is of t h e  o p i n i o n  t h a t  K e n t u c k y - k n e r i c a n '  6 

a d j u s t e d  e n d - o f - t e s t - p e r i o d  c a p i t a l  s t r u c t u r e  c o n t a i n i n g  5 7 . 0 7  

p e r c e n t  long-tenn d e b t ,  7.83 p e r c e n t  p r e f e r r e d  stock and 3 5 . 1 0  

p e r c e n t  coimnon e q u i t y  is r e a s o n a b l e .  T h i s  c a p i t a l  s t r u c t u r e  

reflects t h e  r e t i r e m e n t  of $1,700,000 of Series E F i r s t  Mortgage 

Bonds o n  Way 1, 1986. The Coinmission has s e r i o u s  reservations 

r e g a r d i n g  Dr. J o h n s o n ' s  i inputed  c a p i t a l  structure and d o u b l e -  

l e v e r a g e  a p p r o a c h .  As Kentucky-Amer ican '  s own c a p i t a l  s t r u c t u r e  

is r e a s o n a b l e ,  t h e  Corrunission is n o t  i n c l i n e d  to i m p u t e  a hypo- 

t h e t i c a l  c a p i t a l  s t r u c t u r e  based o n  d o u b l e  l e v e r a g e  a n a l y s i s .  

However, t h e  amount  of f i n a n c i a l  risk i n h e r e n t  in Kentucky-  

knerican's c a p i t a l  s t r u c t u r e  is c o n s i d e r e d  in t h e  r e t u r n  on t h e  

b e n e f  it8 to Kentucky-Amer ican  f r a n  i t 6  subsidiary r e l a t i o n s h i p  

with American W a t e r  W o r k s  and  will t a k e  t h e  r e l a t i o n e h i p  irito 

c o n s i d e r a t i o n  when d e t e r m i n i n g  t h e  r e q u i r e d  r e t u r n  o n  e q u i t y .  

4 4  P r e f i l e d  t e s t i m o n y  of Ben J o h n s o n ,  p a g e  9. 

''j Ibid. - 
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C o s t  of D e b t  

D r .  P h i l l i p s  recoinmended a n  embedded cost for long-tenn debt  

of 9.97 p e r c e n t  a n d  a n  embedded cost for  p r e f e r r e d  s t o c k  of 7.28  

percent. 46 D r .  J o h n s o n  a l s o  recotrunended 9.97 percent and 7 .28  

percent embedded costs  for long-term deb t  and p r e f e r r e d  s t o c k ,  

respec t ive ly .  47 The Coininission is of t h e  o p i n i o n  t h a t  a 9.97 

percent cost of long-term d e b t  and a 7.05 percent cost of 

preferred s t o c k  are r e a s o n a b l e .  The  embedded cost of l o n g - t e r m  

deb t  r e f l e c t s  t h e  retirement of $1,700,000 of Series E F i r s t  

Mortgage Bonds o n  May 1, 1986.  B o t h  costs  are based o n  t h e  

a n a u n t s  o u t s t a n d i n g  r a t h e r  t h a n  t h e  n e t  p r o c e e d s .  

R e t u r n  o n  E q u i t y  

D r .  P h i l l i p s  recoininended e r a n g e  of 13.74 t o  14 .61  p e r c e n t  

f o r  coimnon e q u i t y  b a s e d  on a d i s c o u n t e d  c a s h  flow ("DCP") a n a l y s i s  

of f o u r  i n d e p e n d e n t  o p e r a t i n g  w a t e r  u t i l i t i e s .  48  H i s  recoirunended 

r a n g e  of r e t u r n s  o n  e q u i t y  re f lec ts  t h e  c o n t i n u e d  downward t r e n d  

i n  c a p i t a l  costs. 49 

Dr. P h i l l i p s  i n c l u d e d  a 5 p e r c e n t  f l o t a t i o n  cost  a d j u s t m e n t  

i n  h i s  recoinmended r e t u r n  o n  e q u i t y .  The  Coinmission is n o t  con- 

v i n c e d  t h a t  t h i s  a d j u s t m e n t  is appropriate.  Kentucky-Amer ican  

doem not sell cotninon a t o c k  p u h l i c l y t  therefore, no s i g n i f i c a n t  

f l o t a t i o n  costs  are i n c u r r e d .  I n c l u d i n g  a f l o t a t i o n  cost 

46 

47  P r e f i l e d  t e s t i i n o n y  of Ben J o h n s o n ,  s c h e d u l e  33. 

48 

4 9  Ibid. ,  page 21. 

P r s f i l e d  t e s t i m o n y  of C h a r l e s  F. P h i l l i p s ,  Jr. ,  pages 11-12. 

R e b u t t a l  t e s t i m o n y  of C h a r l e s  F. P h i l l i p s ,  Jr., page 22. 

- 
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a d j u s t m e n t  wou ld  c o m p e n s a t e  Kentucky-Amer ican  for a cost t h a t  was 

n o t  i n c u r r e d  a n d  wou ld  overstate t h e  r e q u i r e d  r e t u r n  o n  e q u i t y .  

Dr. J o h n s o n  recoininended a 13  percent r e t u r n  o n  e q u i t y  app l i ed  

to  h i s  f inputed c a p i t a l  s t r u c t u r e  or a 12.5  p e r c e n t  r e t u r n  appl ied  

H e  t o  Ken tucky-Amer ican ' s  s u b s i d i a r y  c a p i t a l  s t r u c t u r e .  

d e t e r m i n e d  the required r e t u r n  on e q u i t y  based on a comparable 

e a r n i n g s  a p p r o a c h  and  a DCF a n a l y s i s .  D r .  J o h n s o n  was of t h e  

o p i n i o n  t h a t  h i s  recoinmended r e t u r n  o n  equity reflected t h e  

r e l a t i v e l y  l o w  r i s k  associated w i t h  Kentucky-Amer ican .  

50 

51 

The Coinmission agrees with Dr. J o h n s o n  t h a t  Kentucky-Amer ican  

faces a r e l a t i v e l y  l o w  l e v e l  of r i s k .  H o w e v e r 8  t h e  C a n m i s s i o n  is 

of t h e  o p i n i o n  t h a t  D r .  J o h n s o n  h a s  u n d e r s t a t e d  t h e  r e q u i r e d  

r e t u r n  o n  e q u i t y  f o r  Kentucky-Amer ican .  For i n s t a n c e ,  a s  p a r t  of 

h i s  comparable e a r n i n g s  a n a l y s i s ,  D r .  J o h n s o n  examined  e a r n e d  

r e t u r n s  for v a r i o u s  groups of u t i l i t i e s  and i n d u s t r i a l  

c o m p a n i e s .  52 The Coilunission r e c o g n i z e s  t h a t  a company ' s  e a r n e d  

r e t u r n  does not necessarily e q u a t e  t o  i t s  i n v e s t o r - r e q u i r e d  

r e t u r n .  This is p a r t i c u l a r l y  t r u e  f o r  r e g u l a t e d  u t i l i t i e s  w h i c h  

often e a r n  r e t u r n s  on e q u i t y  below authorized r e t u r n s .  

Dr. J o h n s o n  perfonned a DCF a n a l y s i s  far  American Water 

Warki, u t i l i z i n g  an 8 to 9 p e r c e n t  g r o w t h  rate. 5 3  However,  V a l u e  

- L i n e  estimated a 1 2 . 5  percent d i v i d e n d  g r o w t h  o v e r  t h e  n e x t  5 

50  

51 Ibid.?  page 4 2 .  

52  Ibid. ,  page 12 .  

53 - Ib id .?  page 35. 

P r e f i l e d  t e s t i m o n y  of Ben J o h n s o n ,  page 4 1 .  

- 

-25- 



y e a r s  f o r  k n e r i c a n  Water Works .  5 4  W h i l e  a 1 2 . 5  p e r c e n t  g r o w t h  

r a t e  appears t o  be a n  u n r e a s o n a b l e  e x p e c t a t i o n  for t h e  l o n g  r u n ,  

t h e  Commission is s t i l l  o f  the o p i n i o n  t h a t  D r .  J o h n s o n ' s  r a n g e  of 

g r o w t h  rates is too low. Therefore, his DCF a n a l y s i s  h a s  

u n d e r s t a t e d  t h e  r e q u i r e d  r e t u r n  on e q u i t y  for k n e r i c a n  Water Works 

a n d ,  h e n c e ,  i t s  s u b s i d i a r y  Kentucky-Amer ican .  

D r .  J o h n s o n  based his estimate of t h e  r e q u i r e d  r a t e  of r e t u r n  

p a r t l y  upon a n  a n a l y s i s  of e a r n i n g s / p r i c e  r a t io s .  5 5  However, 

e a r n i n g s / p r i c e  r a t io s  c a n  u n d e r s t a t e  t h e  m a r k e t  r e q u i r e d  r e t u r n  o n  

e q u i t y  b e c a u s e  t h e y  f a i l  to a c c o u n t  for the v a l u e  of r e i n v e s t e d  

e a r n i n g s .  I f  a firin c a n  profitably reinvest a portion of its 

e a r n i n g s ,  an e a r n i n g s / p r i c e  r a t i o  will p r o d u c e  a rate of r e t u r n  o n  

e q u i t y  t h a t  is too low. 

I n  its b r i e f ,  Urban County recoinmended a 1 2  to 13 percent 
5 6  r a n g e  of r e t u r n s  o n  e q u i t y .  

The cost of c a p i t a l  has b e e n  d e c l i n i n g  as D r .  Phillips 

r e c o g n i z e d  i n  his r e b u t t a l  t e s t i i n o n y .  T h i s  is a major b e n e f i t  t o  

all u t i l i t i e s .  Kentucky-Amer ican  also d e r i v e s  c e r t a i n  b e n e f i t s  

from i ts  s u b s i d i a r y  r e l a t i o n s h i p  with American  Water Works, s u c h  

as a r e a d y  market f o r  i ts  cotmnon e q u i t y .  T h e s e  factors help to 

reduce t h e  riskiness of K e n t u c k y - k n e r i c a n  and, hence, its r e q u i r e d  

return on e q u i t y .  Therefore, a f t e r  h a v i n g  c o n s i d e r e d  all of t h e  

e v i d e n c e ,  i n c l u d i n g  c u r r e n t  e c o n o m i c  c o n d i t i o n s ,  the  Coininleeion is 

'' 
5 5  P r e f i l e d  t e s t i m o n y  of Ben J o h n s o n ,  page 38. 

56 

V S l U b  Line fnveotinent Survey, April 2 5 ,  1 9 8 6 ,  page 7 4 9 .  

Brief of Urban  C o u n t y ,  page 3. 

-26-  



of t h e  o p i n i o n  t h a t  a r e t u r n  o n  coimnon e q u i t y  i n  t h e  r a n g e  of 13.0 

t o  14.0 percent is f a i r ,  j u s t  a n d  r e a s o n a b l e .  A r e t u r n  o n  e q u i t y  

i n  t h i s  r a n g e  w i l l  n o t  o n l y  allow K e n t u c k y - k n e r i c a n  to  a t t r a c t  

c a p i t a l  a t  r e a s o n a b l e  costs  t o  e n s u r e  c o n t i n u e d  s e r v i c e  a n d  

provide  for n e c e s s a r y  e x p a n s i o n  t o  meet f u r t h e r  r e q u i r e m e n t s ,  b u t  

w i l l  a l so  r e s u l t  i n  t h e  l o w e s t  poss ib le  cos t  to  t h e  r a t e p a y e r s .  

W i t h i n  t h i s  r a n g e  of r e t u r n s ,  t h e  Coinmission f i n d s  t h a t  a r e t u r n  

o n  coimnon e q u i t y  of 13.50  p e r c e n t  w i l l  a l l o w  Kentucky-Amer ican  t o  

a t t a i n  t h e  a b o v e  objective. 

Rate of R e t u r n  Sunxnery 

A p p l y i n g  r a t e s  o f  13.50 p e r c e n t  for coininon e q u i t y ,  7 . 0 5  

p e r c e n t  for p r e f e r r e d  s t o c k  a n d  9 .97  p e r c e n t  f o r  l o n g - t e n n  d e b t  t o  

t h e  c a p i t a l  s t ruc ture  a p p r o v e d  h e r e i n  p r o d u c e s  a n  o v e r a l l  cost of 

capital of 10.96 p e r c e n t .  The a d d i t i o n a l  r e v e n u e  g r a n t e d  w i l l  

provide a ra te  of r e t u r n  o n  n e t  i n v e s t m e n t  of 10.95  p e r c e n t .  The  

Coimnission finds t h i s  ove ra l l  cost of cap i t a l  t o  be f a i r ,  j u s t  a n d  

r e a s o n a b l e .  

A u t h o r i z e d  I n c r e a s e  

The r e q u i r e d  n e t  o p e r a t i n g  income f o u n d  f a i r ,  j u a t  a n d  

r e a s o n a b l e  h e r e i n ,  is a p p r o x i i n a t e l y  $5 ,375 ,654 .  To a c h i e v e  t h i s  

level of o p e r a t i n g  income ,  Kentucky-Amer ican  i a  e n t i t l e d  to 

increase its rates and c h a r g e s  t o  p r o d u c e  a d d i t i o n a l  r e v e n u e s  on 

a n  a n n u a l  b a s i a  o f  $ 1 , 5 1 1 , 6 3 7  d e t e r m i n e d  a8 follows: 
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A d j u s t e d  N e t  O p e r a t i n g  Income $ 4 , 6 1 9 , 3 8 2  
N e t  O p e r a t i n g  Income Found R e a s o n a b l e  5,375,654 
Operat ing Income D e f i c i e n c y  7568272 

and  PSC Fees $ 1 , 5 1 1 , 6 3 7  
D e f i c i e n c y  A d j u 3 f e d  for Income T a x e s  

RATE DESIGN 

Kentucky-Amer ican  proposed a n  a c r o s s - t h e - b o a r d  a d  j u s t i n e n t  to 

rates of a p p r o x i m a t e l y  15 p e r c e n t .  

I n  Case No. 8 3 1 4 ,  the Coininission ordered Kentucky-Amer ican  t o  

f i l e  a cost of s e r v i c e  s t u d y .  The  s t u d y  was s u b s e q u e n t l y  filed i n  

Case no. 8571,58 and h a s  b e e n  u s e d  b y  t h e  Coinmission a s  t h e  b a s i s  

f o r  rate d e s i g n  i n  s e v e r a l  i n t e r v e n i n g  K e n t u c k y - k n e r i c a n  ra te  

cases . 
I n  t h e  o p i n i o n  of t h e  Coinmission,  Ken tucky-Amer ican ' s  r a t e a  

s h o u l d  be based o n  t h e  cost of s e r v i c e  s t u d y  f i l e d  i n  Case N o .  

8571 ,  r a t h e r  t h a n  o n  a c r o s s - t h e - b o a r d  a d j u s t m e n t s .  T h i s  o p i n i o n  

c o i n c i d e s  w i t h  t h e  o p i n i o n  of Kentucky-Amer ican ' s  w i t n e s s  Mr. 

Edens, who s t a t e d  u n d e r  c r o s s - e x a m i n a t i o n  t h a t  " t h e  company is of 

t h e  o p i n i o n  t h a t  they [ r a t e s ]  s h o u l d  be based upon  a cost of 

service [ s t u d y ]  w h e n e v e r  possible."59 

Using t h e  cost of s e r v i c e  s t u d y  f i l e d  i n  C a s e  No. 8571 as a 

gufda t o  r a t e  Qosiqn reaultm i n  an increann ta general water m r -  

v i c e  r e v e n u e  of a p p r o x i m a t e l y  9 . 4 4  p e r c e n t  a n d  an i n c r e a s e  t o  fire 

protection service r e v e n u e  of a p p r o x i m a t e l y  9 . 3 4  p e r c e n t .  

57 

58 Notice of A d j u s t m e n t  of t h e  R a t e s  of K e n t u c k y - k n e r i c a n  Water 

59 T.E., page 6 2 .  

$756,272 + .SO03 = $ 1 8 5 1 1 r 6 3 7 .  

Company Effective o n  and a f t e r  September 17,  1982. 

-28- 



C o n s i s t e n t  w i t h  f i n d i n g s  i n  C a s e  No, 9283, t h e  i n c r e a s e  

appl ied  t o  f i r e  protection s e r v i c e  h a s  b e e n  l i m i t e d  t o  t h e  o v e r a l l  

i n c r e a s e  i n  r e v e n u e  a u t h o r i z e d  i n  t h i s  O r d e r .  A l s o ,  n o  a d j u s t m e n t  

was made to g e n e r a l  water  s e r v i c e  f o r  8 - i n c h  a n d  smaller d i s t r i b u -  

t i o n  m a i n s  to reallocate r e v e n u e  r e q u i r e m e n t  f r o i n  i n d u s t r i a l  c u s -  

tomers t o  r e s i d e n t i a l  and  coimnercial c u s t o m e r s .  

SUMMARY 

The Coininiss ion,  a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  o f  record 

a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  

1. The rates p r o p o s e d  by Kentucky-Amer ican  p r o d u c e  a n n u a l  

r e v e n u e s  i n  e x c e s s  of t h o s e  f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be 

d e n i e d  upon a p p l i c a t i o n  o f  KRS 278.030. 

2. The rates allowed i n  t h i s  matter o n  a tes t  period b a s i s  

w i l l  penni t  Kentucky-Amer ican  t o  cover its o p e r a t i n g  e x p e n s e s ,  p a y  

i ts i n t e r e s t  a n d  provide  for  a r e a s o n a b l e  d i v i d e n d  a n d  a r e a s o n a -  

b le  amount  of s u r p l u s  for e q u i t y  g r o w t h .  

3. The  rates i n  Append ix  A are t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  

rates t o  be charged f o r  water s e r v i c e  b y  Kentucky-Amer ican .  

I T  IS THEREFORE ORDERED t h a t :  

1 .  The p r o p o s e d  ra tes  s o u g h t  by Kentucky-Amer ican  be a n d  

t h e y  h e r e b y  a r e  d e n i e d  upon a p p l i c a t i o n  of KRS 2 7 8 . 0 3 0 .  

2. The  r a t e s  i n  Append ix  A be and  t h e y  h e r e b y  a r e  a p p r o v e d  

as t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  ra tes  for w a t e r  s e r v i c e  r e n d e r e d  

by Kentucky-Amer ican  o n  a n d  a f t e r  J u l y  7, 1986. 

3. W i t h i n  30 d a y s  from t h e  d a t e  o f  t h i s  O r d e r ,  Kentucky-  

k n e r i c a n  s h a l l  f i l e  w i t h  t h i e  Coininlssion i t 8  r e v i s e d  t a r i f f  s h e e t s  

s e t t i n g  o u t  t h e  ra tes  for  water service a p p r o v e d  h e r e i n .  
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Done a t  F r a n k f o r t ,  Kentucky, t h i s  8th day of July, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secretary 



APPENDIX A 

A P P E N D I X  TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 9 4 8 2  DATED July 8 ,  1986. 

T h e  f o l l o w i n g  r a t e s  and c h a r g e s  are prescribed for the 

customers i n  t h e  a r e a  s e i v e d  by Kentucky-American Water Company. 

~ l l  other rates and charges n o t  specifically mentioned h e r e i n  

s h a l l  remain the same a s  those i n  effect under a u t h o r i t y  of t h i s  

Commission prior to the e f f e c t i v e  d a t e  of t h i s  Order. 

CLASSIFICATION OF S E R V I C E  

S E R V I C E  C L A S S I F I C A T I O N  NO. 1 

METER FATES 

The f o l l o w i n g  s h a l l  be the r a t e s  for consumption,  i n  a d d i t i o n  
to the s e r v i c e  charges provided for herein: 

1 , 0 0 0  Rates Per 100 Cubic Rate Per 

- P e r  Month Gallons Per Month Cubic Feet 
G s l l o n s  1 ,000  Feet 100 

12 1.34933 16 1.012 For the first 
F o r  t h e  next 5 8 8  1 . 0 5 4 6 6  784 0.791 
FQK all o v e r  601) 0 . 9 4 8 0 0  800 0.711 

1 ,000  Hates P e t  100 Cubic Rate Per 
Gallons 1 , 0 0 0  Feet 100 

For t h e  f i r s t  36 1 . 3 4 9 3 3  4 8  1 .012  
For t h e  n e x t  1 , 7 6 4  1 a05466 2,352 0 . 7 9 1  
F o r  a l l  o v e r  1 , 8 0 0  0 . 9 4 8 0 0  2 , 4 0 0  0.711 

Per Q u a r t e r  G a l l o n s  Per Quarter  Cubic Feet 

SERVICE CHARGES 

A l l  metered general water  service cus tomers  s h a l l  pay a 
s e r v i c e  charge  based on the  s i z e  of m e t e r  i n s t a l l e d .  The s e r v i c e  
charge w i l l  not  e n t i t l e  t h e  customer to any water .  



S i z e  of Meter 

518" 
3/4' 

1" 
1 1/2" 

2" 
3" 
4" 
6" 
8" 

S e r v i c e  Charqe - Pet- Month P e t  Quarter 

$ 4.61 
6.92 

11.53 
23.05 
36.88 
69.15 

115.26 
230.50 
366.80 

$ 13.83 
20.76 
34.59 
69.15 
110.64 
207.45 
345.78 
691.50 

1,106.40 

CLASSIFICATION OF SERVICE 

SERVICE CLASSIFICATION NO. 3 

RATES 

S i z e  of Service Rate P e r  Month Rate Per Annum 

4 "  Diameter 
6" Diameter 
8" Diameter 
12" Diameter 

$ 8.52 
19.19 
34.12 
76.76 

CLASSIFICATION OF S E R V I C E  

SERVICE CLASSIFICATION NO. 4 

RATES FOR PUBLIC FIRE SERVICE 

Rate P e r  Month 

$102.24 
230.28 
409.44 
921.12 

Rate Per Annum 

For each public fire hydrant 
contracted for or ordered 
by Urban C o u n t y ,  C o u n t y ,  
S t a t e  or F e d e r a l  
Government a1 Age nc ie  s 
or Institutions $19.19 $230.28 

RATES FOR PRIVATE FIRE SERVICE 

For each p r i v a t e  f i r e  hydrant 
contracted for by Industries 
or P r i v a t e  fnatitutions 19.19 230.28 
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